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Sand in the wheels 
Weekly newsletter - n°135 - Wednesday 03 J uly 2002. 
2 WORLD AND LTS BANK 
Content 
Debate. 


Articles around the issue of the Tobin Tax by the OECD and experts and economists from around the world. 
(see Sand in the wheels 132 and 134) 

1- Debate. Making a Workable Tobin Tax: Don’t believe in the economic orthodoxy! (By 
Heikki Patomaki) 

Neo-classical economics is based on a set of relatively simple assumptions. All economic developments can 
be analysed in terms of supply and demand in markets. The standard axiom of the orthodox economics is 
that prices, which are freely determined in open markets, ensure optimally the reconciliation of supply and 
demand. The technical term to describe this reconciliation is “equilibrium”, which is derived from Newtonian 
mechanics. The claim is that equilibrium in open, free markets also maximises economic efficiency and 
overall welfare of society, conceived simply as a sum of hedonistic individuals trying to maximise their utility 
and consumption. 

2- Debate. Could a Tobin Tax Be implemented? (By OECD) 

If a “Tobin tax” is not implemented on a world-wide basis, activity will tend to migrate to tax-free 
jurisdictions. An illustrative example is provided by the transaction taxes on equities and bonds in Sweden. 
Other financial or real markets would also offer ways to avoid a “Tobin tax”. For example, oil or commodities 
contracts denominated in different currencies could be exchanged against each other. However, costs of 
transacting in foreign exchange would likely be higher and resource allocation to unproductive financial 
engineering would be encouraged. 

3- Neoliberalism suits the mafia well (By Giuseppe di Lello) 

The 10-year anniversary of the Capaci slaughter is to be celebrated in the awareness of how much has been 
achieved - whether positive or negative things - and of how difficult it has become to do anything in a 
historical period characterized by the monopoly of the neoliberal thought and action at the European level. 
4- Water : the World Bank's New Strategies (By Nancy Alexander) 

The Rio Declaration on Environment and Development promotes peoples’ right to participation in open 
decision-making processes. As the world's civic communities prepare for the World Summit on Sustainable 
Development (WSSD), or "Rio +10" in August 2002, they should unite in calling for bottom-up national 
decision-making about water provision. They should condemn any actions which short-circuit democratic 
processes and preclude the option of public provision of water services. The new strategies of the World Bank 
are infused with the "privatisation spirit" and manifest a certain aversion to democratic consultation. 

5- World Bank policies and labour rights (By Asbjorn Wahl) 

The struggle for trade union and labour rights is, of course, decisive if we are to develop a civilised society. 
However, in order to achieve better labour standards, we will have to analyse why trade union rights are 
being undermined and why we experience a brutalisation of work in most parts of the world today. 


Making a Workable Tobin Tax: 
believe in the economic orthodoxy! 


Don’t 


A Response to OECD’s study “Exchange market 
volatility and securities transaction taxes” (The 
Tobin tax: Could It Work?) 


By Heikki Patomaki 


Whereas classical economics was the ideology of 
the British Empire, neoclassical economics is the 
ideology of the new empire of globalisation. Neo- 
classical economics is based on a set of relatively 
simple assumptions. All economic developments can 
be analysed in terms of supply and demand in 
markets. The standard axiom of the orthodox 
economics is that prices, which are freely 
determined in open markets, ensure optimally the 
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reconciliation of supply and demand. The technical 
term to describe this reconciliation is “equilibrium”, 
which is derived from Newtonian mechanics. The 
claim is that equilibrium in open, free markets also 
maximises economic efficiency and overall welfare 
of society, conceived simply as a sum of hedonistic 
individuals trying to maximise their utility and 
consumption. 


OECD's study “Exchange market volatility and 
securities transaction taxes” is based on this theory 
and ideology. When applied to financial markets, 
neoclassical economics assumes that (i) that 
financial markets are determined by circumstances 
in non-financial markets (labour, production, 
consumption etc.), i.e. that markets for credit, 
stocks and currencies correctly reflect developments 
elsewhere; and (ii) that financial markets and other 
markets are in a simultaneous ‘equilibrium’, or are 
determined by an immanent equilibrium. However, 
in some contexts, “noise trading” can cause over- 
reactions and thereby “overshooting” of market 
prices. Although in general efficient and well 
functioning, financial markets may sometimes cause 
occasional disturbances as well. 


The opening lines of the OECD study are: “Foreign 
exchange markets are essential to the functioning 
of the international economy. However, they 
sometimes appear to be excessively volatile and 
occasionally their movements have _ been 
disruptive.” Particular consideration is given to the 
potential effects of the Tobin tax. However, all the 
subsequent points against the currency transactions 
tax are based on concepts and distinctions derived 
from neoclassical economics. 


For instance, it is argued that a “Tobin tax” 
penalises high-frequency trading without 
discriminating between trades which “help to anchor 
markets by providing liquidity and information” and 
those that can be characterized as “de-stabilising 
noise-trading”. How is this distinction made? The 
neo-classical idea is that liquidity trading is rational 
and will therefore enhance the efficiency of the 
markets, whereas some_ trading can be 
characterized as mere “noise” in the otherwise 
efficient markets (the term “noise” refers to the 
statistical sense of “arbitrary”). Critically, the 
distinction presupposes the notion of Pareto- 
efficient equilibrium, against which is measured 
whether trading is rational or just “noise”. The 
notion of “effective equilibrium” is a purely 
theoretical notion, in fact imaginary. The 
equilibrium theorists themselves do not themselves 
know what “effective equilibrium” would designate 
in the real world (outside the fictitious models). 
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It is also a typical assumption of neo-classical 
economics that (the imaginary) “efficient 
equilibrium” between participants in a given market 
would enhance the efficiency of the economy as a 
whole. Thus the effects of the Tobin tax can be 
analysed merely in terms of cost-effects to the 
participants in the forex markets. In this regard, the 
OECD report claims, the evidence is mixed. “If a 
Tobin tax were to reduce volatility, the price of 
hedging instruments might decline significantly.” On 
the other hand, “on the cost side, volatility could 
rise rather than fall, because of an indirect effect on 
liquidity, and the “Tobin tax” could hit particularly 
hard at those trades that enable low-cost hedging 
to take place”. Again, the con-argument relies on 
the notion of “liquidity-trading”, derived from the 
concept of “efficient equilibrium”. 


And so it goes, on and on. For instance, many of 
the subsequent arguments presuppose the neo- 
classical assumption that, in general, markets for 
credit, stocks and currencies correctly reflect 
developments elsewhere, i.e. they respond to 
changes in “economic fundamentals”. The OECD 
study admits that “volatility in foreign exchange 
markets at monthly frequencies cannot easily be 
explained by looking at movements of what are 
thought to be underlying economic fundamentals”. 
What is important, however, is how this problem is 
conceptualised. On the grounds that the available 
evidence is not “conclusive” (as if it ever could be!), 
a series of ad hoc hypotheses along orthodox lines 
are put forward. Most importantly, the OECD study 
suggests a distinction between public and private 
information as a _ potential explanation for the 
correlation between the volume of trading and 
volatility. “It appears that a sizeable part of 
volatility is associated with private information, but 
this does not necessarily imply that such 
information is not related to fundamental 
developments.” The study does not argue that this 
“private information” would be related to economic 
fundamentals, but the quoted is sentence is meant 
to reassure the readers that it might as well be. As 
true believers in the orthodoxy, the standard 
readers of OECD studies might well be inclined to 
take the point seriously. 


Do not believe in the economic orthodoxy. The 
whole edifice of neo-classical economics is - to 
paraphrase Immanuel Kant - like “Swift’s house, 
whose architect built it so perfectly in accordance 
with all the laws of equilibrium that as soon as a 
sparrow lit on it, it fell in’. In fact, it has already 
fallen in many times over. Many economists have 
themselves shown that virtually every assumption 
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of this construction is untenable. It would require 
critical social scientific studies to explain how and 
why the neo-classical economists have nonetheless 
been able to continue as if the critique had never 
been made. 


Quite apart from the plausibility of the assumption 
that society consists of a sum of hedonistic 
individuals trying to maximise their utility and 
consumption, nothing in the theories of neo- 
classical economics really works. The standard 
representations of supply and demand curve are 
false and misleading. Consequently, prices set by 
“open free markets” do not maximise welfare. Also 
the assumptions behind the “efficient financial 
markets hypothesis” cannot possibly hold. Because 
financial actors are trading in open systems, they 
can’t possibly have identical and accurate 
expectations of the future. Yet, this is precisely the 
assumption that grounds the notion of rational 
trading leading to an “efficient equilibrium”. 


And as said, the notion of equilibrium itself is 
unreal. It does not refer to anything in the real 
world. Even as a theoretical construction, it is 
deeply flawed. Even if there was a unique Pareto- 
optimal equilibrium in a given market, neoclassical 
models would have nothing to say about how to get 
there. Besides, if an acceptable specification of a 
market allows for one specification, it typically 
allows of many. Even if the specification of the 
market was based on realistic assumptions, any of 
these equilibria was Pareto-optimal, and there was 
a clearly specified way of getting there (none of 
these conditions is usually fulfilled, and perhaps 
cannot be fulfilled), the models would say nothing 
about whether “efficiency” in this narrow sense in 
the financial markets would actually enhance the 
efficiency of the economy as a whole. 


Since Veblen and Keynes, heterodox economists 
have claimed that credit and secondary financial 
markets are partially autonomous and in no way 
synchronised with other markets. Moreover, if left 
to develop freely, finance can assume power over 
the way the capitalist market economy works and 
develops. Indeed, it seems that the world economy 
has been, again since the 1970s, increasingly 
dominated by ‘mighty finance’, haute finance, which 
is co-determining its own values and also has the 
power to shape many other processes as well. We 
should ask: what kinds of mechanisms or causal 
complexes are producing financial (in)stability and 
occasional crises? Do financial instability and crises 
have real causal consequences to the way capitalist 
market economies work? We should follow this up 
by asking: what is the power of financial actors to 
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transform socio-economic worlds, also to their own 
benefit? What is the structural power of finance 
over, say, states’ economic policies? Moreover, 
what are potential feedback loops to the 
reproduction and transformation of those structures 
that tend to produce instability and crises? 


These are among the questions that neo-classical 
economics cannot even raise. Yet these should be 
among the key questions in any adequate 
assessment of the desirability of measures such as 
the currency transactions tax. Following Keynes, 
Tobin originally argued that over-liquid and 
“efficient” finance is tantamount to short-termism 
and thus irrational investments. This leads to the 
lack of states’ autonomy in determining economic 
policy and to general misallocation of resources. 
Thus the need to “throw sand in the wheels of 
finance”. However, the argument against the power 
of short-term financial flows can be generalised, to 
cover also the transformative capacity of global 
finance more’ generally. Because of global 
interdependencies, financial fluctuations have far- 
reaching consequences to the lives of those who 
neither benefit from financial activities nor have any 
say on the decisions and developments suddenly 
hampering their lives. In other words, the millions 
bearing the consequences of recurring financial 
crises seem to get a_= punishment’ without 
committing a crime. Many (or even most) of those 
few causally responsible are rescued or bailed out, 
that is, they do not seem to get a punishment even 
when they fail. To the contrary, they can continue 
to enjoy their privileges. The principle of “individual 
profits, socialised risks” is not fair in the sense of 
equal treatment. From this perspective, a tax would 
weaken these dependencies and reduce the risks of 
crises. Moreover, incomes could be transferred from 
the “speculators” to improving the conditions of 
those actually or potentially afflicted by the global 
casino. 


A more general argument from justice would start 
from the claim that global financial markets are co- 
responsible for widening global disparities. This is as 
unnecessary as it is unjustified. On the basis of real 
and causally efficacious (inter)dependencies, it is 
also possible to posit generalised - even if 
contested - guidelines of distributive justice on a 
global scale. There must be also a commitment to 
transform the characters and powers of agents, and 
the structure of institutions, in order to reduce 
powerlessness and_ vulnerability. From _ this 
perspective, the Tobin tax is an important step 
towards more just practices of global governance. 
The Tobin tax would yield revenues from the 
financial actors operating in the forex markets and 
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generate public funds, which can be used to benefit 
also the less well-off. 


Alternatively, an argument for the Tobin tax may 
also start from the shared ideal of democracy. In 
fact, some of the above arguments can be easily 
translated into an argument for democracy. For 
instance, Tobin’s defence of the autonomy of 
national economic policies is an argument for 
democratic self-determination of economic policies 
(within the confines of a nation-state). Similarly, if 
the main worry is that those whose lives are 
transformed by the consequences of financial 
outcomes do not have a say on financial 
developments, the argument is_ really about 
democratic self-determination of citizens in an 
interdependent world. Democratisation also 
concerns empowerment of the powerless, to realise 
equal, practically effective - although not 
necessarily actualised - rights of every person to 
take part in collective self-determination. Attempts 
to tackle global power relations give rise to novel 
questions about democracy. Whether acknowledged 
or not, the Tobin tax seems to open up a discussion 
about global democracy, too. 


Perhaps most generally, the case for the Tobin tax 
can also be made in terms of human emancipation. 
The doctrines claiming that current institutional 
arrangements in global finance are natural and 
“optimally efficient” are false. Yet these 
misconceptions are necessary for the reproduction 
of the financial practices and related power 
relations. Because of their false underpinnings, 
these practices and relations should be changed. 
Although not a panacea to all ills caused by the 
global financial markets, the Tobin tax would bring 
about some of the desired or needed outcomes. 
Hence, the Tobin tax can be said to constitute a 
step of emancipation in the sense of “the transition 
from an unwanted, unnecessary and oppressive 
situation to a wanted and/or needed and 
empowering or more flourishing situation”. 


In sum, the problem with the OECD's study 
“Exchange market volatility and securities 
transaction taxes” is not only that many if not most 
of its arguments presuppose false theoretical 
constructions. Equally importantly, the problem is 
that it conceptualises the currency transactions tax 
as an issue of economic efficiency only. Many other 
very important values are at stake, including 
relations of power, autonomy, democracy, justice 
and human emancipation. 


Heikki Patomaki 
Contact for this article. heikki@nigd.u-net.com 
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Could a Tobin Tax Be implemented? 
By OECD 
Could a Tobin Tax Be implemented? 


If a “Tobin tax” is not implemented on a worldwide 
basis, activity will tend to migrate to tax-free 
jurisdictions. An illustrative example is provided by 
the transaction taxes on equities and bonds in 
Sweden. Following the doubling of the excise tax on 
share transactions to 1 per cent for both buyers and 
sellers and the introduction of a 0.15 per cent 
excise tax on money market instruments and bonds 
in 1984, about half of the turnover in Swedish 
stocks moved to London, and trade with monetary 
instruments and bonds in Sweden declined by 80 
per cent. The tax appeared to have no effect on 
domestic market volatility, while it was associated 
with a 2.2 per cent drop in the Swedish All- equity 
index the day it was announced and an increase in 
bid-ask spreads (a measure of transaction costs). 


Other financial or real markets would also offer 
ways to avoid a “Tobin tax”. For example, oil or 
commodities contracts denominated in different 
currencies could be exchanged against each other. 
However, costs of transacting in foreign exchange 
would likely be higher and resource allocation to 
unproductive financial engineering would be 
encouraged. Finally, such a tax could increase the 
attractiveness of tax havens and off-shore centres. 


What are the potential revenues from such a tax? 


Given the high volume of trading in foreign 
exchange markets, some recent advocates of the 
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“Tobin tax” suggest that it would raise substantial 
revenues that could be used for development 
assistance. In 2001, based on a survey of market 
activity by the Bank of International Settlements, 
the daily trading volume was estimated to be 1,25 
trillion dollars (Figure VIII.2). Assuming 240 trading 
days and a tax of 0.5 per cent, the potential upper 
limit of tax revenues would be about 1% trillion 
dollars, a sum out of proportion with that currently 
spent on overseas development assistance. 


Abstracting from implementation issues, any 
estimate of potential revenues would have to allow 
for the effect that the tax would have on the base 
itself. A recent official report notes the following 
features of the foreign exchange markets: 


- Transaction costs in this market are low. For 
interbank-market trading in major currencies, the 
price spread between buyers and sellers is 0.02 per 
cent, while for trading between banks and non- 
banking customers, the spread is about 0.10 per 
cent. Acknowledging a lack of empirical evidence on 
the sensitivity of trading volumes with respect to 
these spreads, the report argues that it is likely 
large for big customers and narrower for smaller 
ones, and suggests an elasticity in the range of -1.5 
to-0.5. 


- Even in a best-case scenario - using the lower 
elasticity and assuming a tax rate of 0.5 per cent, 
with initial transaction costs of 0.10 per cent - the 
drop in the tax base would be quite large, 
approximately 66 per cent. If the elasticity were 
higher and the initial transaction costs lower, then 
the reduction in the base would be dramatic. 


Such calculations suggest that the revenue take 
could be significantly reduced by the tax, although 
it would remain substantial. 


Another question is whether or not a “Tobin tax” is 
the best way to finance over-seas development 
assistance. From an economic perspective, the use 
of earmarked taxes may not be the most efficient 
option. Rather, provided that such assistance is 
worthwhile, it would be best to finance it in a way 
that implies as little distortion and as much 
certainty about revenues as possible. This is 
unlikely to be achieved through a “Tobin tax”. Its 
popular appeal may nonetheless reflect a view that 
it would be paid by relatively well-to-do taxpayers. 
This argument rests on the confusion that a tax is 
being paid by those on whom it is levied. In 
practice, taxes are being shifted through changes in 
prices and wages and the ultimate payer of the tax 
may be a quite different person from the one 
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handing over the tax revenue. In the case of a 
“Tobin tax”, its final incidence is not very clear but it 
cannot be excluded that some of those paying the 
tax would be the same developing countries that it 
was meant to help. Finally, the linking of a “Tobin 
tax” to overseas development assistance may divert 
political attention away from the issue of whether 
such transfers should be increased. 


From “Exchange Market Volatility and Securities 
Transaction taxes”, OECD Report 2002. 


Contact for this article: mike. kennedy @oecd.org 





Neoliberalism suits the mafia well 


By Giuseppe di Lello, ex-judge and Member of the 
European Parliament 
Translation. Volunteer 
coorditrad@attac.org (*) 


translators 





The 10-year anniversary of the Capaci slaughter is 
to be celebrated in the awareness of how much has 
been achieved - whether positive or negative things 
- and of how difficult it has become to do anything 
in a historical period characterized by the monopoly 
of the neoliberal thought and action at the European 
level. Let’s put aside the simplification of the « 
tension drop », which explains nothing but can be 
used, thanks to its vagueness, by all against 
everybody. Let’s stick to the facts and get back to 
the context, at least to the Sicilian one, to try and 
analyse the past and understand if there is a way 
out for the future. 


From the early 80’s_ onwards, the _ judiciary 
repression has been launched thanks to so many 
talented people - from da Costa and Chinnici, to 
Falcone and Borsellino - to be carried on until now 
by Caselli and Grasso. 


It’s been intensive and efficient, both in the military 
sector and in the grayish zone of the collaborators, 
meeting yet little success in the political area. 
Mostly because in this peculiar area, the judiciary 
tendency to lean more on the credibility of the 
testimony rather than on its declaration has been 
abandoned. Whether this change in jurisprudence is 
more a return to a sort of « justice of classes » than 
a correct interpretation of the procedural rules of 
assessment of the proof, is a problem yet to be 
solved. Just as much as the problem of what good 
can bring a procedural tool (and its use) which 
allows the putting off the judgement of a single 
defendant by 4,5 or even 6 years : exposing it 
would not cause outcries of violated virgins or 
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accusations by the side of the detractors of justice 
and its ministers, but a calm discussion. 


The fact is the in the end of the work of repression, 
we're facing a mafia as powerful as ever and master 
of the territory as never before. Reading the 
statistics held by the report by the Commission 
member Tano Grasso on the reality of racket and 
usurious practices, iS enough to be convinced. 
Those statistics were quickly covered up by the 
current government, and their embarrassing author 
removed, just like any other thing that could prove 
useful against the mafia. 


Anyway, this judiciary action did succeed in 
jeopardizing the total impunity the mafia enjoyed, 
while boosting social activism. If the effect of the 
mafia slaughter was to enhance the popular 
outrage, the mass trials gave back to the civic 
society the strength to fight the mafia at all levels. 
You may read an interaction between the fall of the 
wall of impunity, consequence of the action of the 
magistracy, and the citizens’ trust that things can 
change, in the « Spring » of Palermo and the galaxy 
of local progressist administrations. 


Off course, the interests of the political and mafia 
block held tight and organized themselves once 
again in 1994, with the berlusconian victory, around 
a « new » political class which was nothing else 
than the direct heir of the old one. But the Sword of 
Damocles of the judiciary control would make 
everything much more difficult for the mafia and its 
political representatives. 


The law on the majority vote - strongly accounted 
for by large parts of the centre-left - and other laws 
of this political camp, gave back « hope » to the 
interests of the neoliberal and mafia lobby, since it 
paved the way for the current onslaught on the 
workers’ rights, from the trade unions to the public 
schools, just to name a few. 


The myth of the law on the majority vote, 
especially, has allowed the mafia power to kill two 
birds with one stone. 


On one hand, the criminal organizations found back 
their leading role in the elections. Thanks to a 
minimum of efforts, (very few votes actually made 
the difference), they succeeded in maximizing their 
result : in Sicilia, 61 majoritarian electoral colleges 
out of 61 prove it in a striking way. But looking 
more closely at several others colleges in Southern 
Italy would give the same conclusion. 
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On the other hand, that massive supply of seats 
roots the power of a unassailable government 
related to the criminal interests on a national basis. 
Just remember the first lot of berlusconian laws. 
Thanks to its huge parlamentary majority, the 
berlusconian Polo nowadays moves as a unique 
body to undermine the basis of the State of rights 
as defined by our Republican Constitution, 
according to a necessarily complex plan. Berlusconi 
is indeed aware that he cannot impose its neoliberal 
design by « just » wiping out the independence of 
the judges and the legitimacy controls, or by « just 
» abolishing the « article 18 », or by « just » 
privatizing the public school and health system, or 
by « just » passing laws that wreck the fight against 
the mafia, or by « just » encouraging the impunity 
of the repression against the social opposition : he 
has to do everything at the same time, because this 
is the only way he can win on all fronts. 


In front of this complex action led by the right, 
must grow an overwhelming action of the left, 
including the antimafia front, which the right of the 
magistracy to be independent cannot pretend to 
defend without as well the defense of the other 
social and civil rights. 


We wish that the political leaders, judges and 
professors currently committed to the denunciation 
of the « tension drop » against the mafia (or, on 
much smaller scale, protesting against the partition 
of the Rai treasure, that, « this time », didnot go to 
the centre-left) were concretely along side the 
people fighting for the right to a home, and water, 
for the rights of the immigrants, so that justice can 
be done about the beating up in Naples and Genoa, 
for Sofri that was condemned without proof, for 
Pinelli’s incredibly « active loss », against the due- 
term contracts and against the lack of job security 
without rights and future, and so on so forth. 


Well, we wish that the protest came along a fight 
for a project based on change and not on a political 
changeover. 


Like we said before, Berlusconi’s neoliberal project 
relates to the power of the mafia. There is no way 
of fighting against the mafia on whatever level, 
without fighting against this project. 


Giovanni Falcone was no revolutionary. Yet if he got 
killed, it’s because his action added its contribution 
to the building of a more just society. Saying so is 
not making use of his memory. On the contrary, it 
helps understand what’s to be done so that his life 
and sacrifice do have a meaning - at least of us, 
people of the left. 


4 


attac 


Giuseppe di Lello 
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article. Grannelo di  sabbia 





Water : the World Bank's New Strategies 
Injunctions for "Rio + 10" in August, 2002 : 


Agenda 21 - the product of the 1992 UN Conference 
on Environment and Development in Rio de J aneiro 
- states that water is not just an economic good, 
but also a social good. "In developing and using 
water resources, priority has to be given to the 
satisfaction of basic needs and safeguarding of 
ecosystems" and that "beyond these requirements, 
water users should be charged appropriately." As 
described below, the World Bank is in the process of 
finalizing three water-related strategies that may 
flout this injunction. 


The Bank's proposed strategies also lack a focus on 
the need for affordable, safe water in rural areas 
where the vast majority of the world's poor people 
live. In order to meet the water-related Millennium 
Development Goals (MDGs), the Bank will need to 
revisit the issue of how to empower poor 
populations (especially those in rural areas) and 
help to ensure their livelihoods. 


The World Bank's Portfolio. 


At present, of the $60 billion invested in water in 
developing countries each year, about 90% comes 
from domestic sources. The World Bank accounts 
for about half of external financing — about $3 
billion per year. However, this understates the 
Bank's role, since the institution also leverages 
private investment and often plays a decisive role in 
policy formulation. 


Water-related investments are about 14% of the 
World Bank's overall loan portfolio. In 1993, only 
27% of World Bank-financed water projects had 
likely sustainability (e.g., continue to reap benefits 
over time, after project completion) as compared to 
about 40% today. Still, the World Bank Group is 
planning a major expansion of its water-related 
portfolio, especially in the area of high-risk 
infrastructure. It is pushing back the privatization 
"frontier" by, among other things, targeting water 
supply and irrigation services. 


Whose Consensus? 


The Bank's draft Water Resources Sector Strategy 
declares that: J ust as there is a global consensus on 
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what constitutes a sound energy sector, so too is 
there a consensus on the central features of a 
sound water supply and sanitation sector. This 
consensus draws on the same principles of 
separating the role of providers (increasingly 
private) from that of regulation, policy formulation, 
and assessment (a public role), and of stimulating 
competition amongst providers." (WRSS, paragraph 
52) 


Notwithstanding the World Bank's enthusiasm, 
there is no such global consensus about the water 
sector. According to the Bank's own Operations 
Evaluation Department (OED), "...getting the private 
sector to focus on the alleviation of poverty and to 
design tariffs in a way that does not discriminate 
against the poor has proved hard to achieve in 
practice... where the private sector cannot deliver or 
sees the risks as too high, there may be a case for 
the Bank to intervene to improve capacity and 
policy to upgrade public sector utilities." World 
Bank, OED, Bridging Troubled Waters, p. 22, 23. 


Given the number of institutions and partnerships 
that the Bank has founded and financed, it is not 
surprising that the orchestration of privatization 
messages gives an appearance of a consensus 
among certain governments and corporations. 


Proposed Water Strategies. 


The privatization "spirit" infuses the series of three 
water-related strategies that may come on line at 
the Bank this year: 

- Water Resources Sector Strategy (WRSS) 

- Water and Sanitation Business Strategy (WSBS) 
--Irrigation and Drainage Business Plan (IDBP) of 
the Agriculture and Food Security Strategy 


In early August 2002, the World Bank's 
management plans to send the proposed Water 
Resources Sector Strategy (WRSS) to the 
institution's Board for approval. The WRSS proposes 
a big comeback in World Bank financing of big, 
controversial infrastructure, such as dams. 


Consultation process on Water Resources Sector 
Strategy 


The consultation process for the Water Resources 
Sector Strategy (WRSS) has involved revisiting in 
2002 groups in several countries that were 
consulted in 1999-2000 in connection with the 
development of the environment strategy as well as 
the water resources strategy. The draft WRSS 
includes very selective input from stakeholders 
(e.g., the input of the Brazilian private sector is 
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presented). In the 2002 consultations, the Bank did 
not inform or invite NGOs - other than the 
handpicked few who were included in the earlier 
round. World Bank observers and staff note that the 
institution's consultations are often pro forma 
exercises in "participation for validation" of 
strategies that are already designed and, 
frequently, under implementation. 


The Bank's "global civil society" consultation on the 
WRSS was held on May 29 in Washington with 
representatives of 11 NGOs (of the 20 invited). J ohn 
Briscoe, author of the WRSS, was the only 
professional Bank staff person in attendance at this 
consultation. 


Labor? 


Although the water sector is highly organized in 
many countries, the World Bank has had few talks 
on the WRSS- with the international labor 
federations representing the affected unions. Where 
World Bank negotiations of water privatization 
exclude affected unions, problems arise, including 
poor regulation, lack of transparency § and 
corruption. Frequently, the privatization process is 
conducted as if no collective bargaining agreement 
existed with unionized water sector personnel. 
While the Bank claims to fight poverty and support 
"good governance," in privatizing water authorities, 
it eliminates thousands of formal sector jobs in 
violation of — internationally-recognized labor 
standards (e.g., the rights of association and 
collective bargaining) and without regard for unions, 
which are sometimes among the few democratic 
and representative organizations that operate in 
countries. 


WRSS Schedule. 


The Bank's Board Committee on Development 
Effectiveness (CODE) currently schedules the WRSS 
for review in July and by the full Board in August. 
The policy may be approved in time for distribution 
at the World Summit on Sustainable Development 
in Johannesburg, South Africa in late August-early 
September 2002. 


Water And Sanitation: Indiscriminate Privatization? 


The World Bank's official position supports public 
provision of water as one policy option in borrowing 
countries. However, when a participant at the 
Bank's May 2002 Water Forum asked the Bank's 
Director of Water and Power whether he supported 
that position, she was told that, for Africa, loans 
without private sector participation components are 


page 8(8) 


“out of the question." While this official did not 
explicitly rule out a role for public provision for 
Africa, he might as well have, stating that the Bank 
would invest in public utilities only where a Task 
Manager can make the case that the utility is 
operating effectively on a commercial basis. 


When the Bank's Board approves the Water and 
Sanitation Business Strategy, it will provide a 
roadmap to massive expansion of the water and 
sanitation portfolio - from $5.5 billion to $15 billion 
in four years. Bilateral donors - especially the U.S. - 
will accelerate these privatization efforts 
independently as well as through cofinancing of 
water operations. 


Sanitation: Bias Toward Capital-intensive Solutions. 


Sanitation services are conventionally handled with 
either large, centralized systems in_ cities, 
decentralized septic tank systems in peri-urban or 
rural areas, or with latrines used by the poor. The 
interests of creditors and corporations favor 
conventional centralized systems. However, such 
systems generally require significant government 
subsidies for infrastructure and treatment costs. 
The technical nature of both maintenance and 
management of these systems tends to be top- 
down, and _ technocratic. Community input is 
generally limited to complaints when there are leaks 
or other problems in the system. Even small 
systems tend to be driven by engineers with little 
citizen input or knowledge of management systems. 


Dams And Other Infrastructure: Bigness Is Back 

As a result of controversy over infrastructure 
lending, especially dams, the Bank's portfolio in this 
area took a dive during the late 1990s. There was a 
decline of 19% (in real terms) in the size of the 
Bank's total loan portfolio since its peak in FY96. 
However, there has been a steeper decline of 30% 
in lending for infrastructure (Energy Sector decline 
of 65%; Transport, 28%; Urban, 25%) over FY95- 
01. The institution's 2001 "Cost of Doing Business" 
study concluded that an important part of this 
decline is attributable to client distaste for Bank's 
safeguard policies/ The study did not mention 
corporate impatience with the policies. 


At the same time, many shareholders and the Bank, 
itself, were supportive of the World Commission on 
Dams (WCD) which, in its November 2000 report, 
presented a framework for decision-making on 
water and energy development based on core 
values: equity, sustainability, participatory decision- 
making, and accountability. The Bank's Board met 
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five times to consider the recommendations of the 
World Commission on Dams. 


The Bank perceives the WCD's 26 recommendations 
as much more ambitious and costly than its own 
safeguard policies. Hence, the Bank's Board decided 
that the recommendations could not be adopted as 
guidelines for the institution's operations. Instead, 
the WCD recommendations will inform 
operations.The WCD is one of many collaborative 
processes in which the Bank has engaged and, in 
the end, flouted the outcome. In this case, as in 
others, outcomes are guided by a growing alliance 
among corporations and certain governments. 


Unfortunately, the World Bank is reverting to its old 
ways. Until 1992, when a Bank Commission (the 
"Wapenhans" Task Force) issued a stinging rebuke 
to the institution, its focus was unabashedly on 
moving money. The Bank had a "culture of 
approval" with an incentive system that rewarded 
Board approvals of big loans and sacrificed the 
quality of loans and development outcomes. After 
the Wapenhans report was issued, the Bank began 
to emphasize monitoring, evaluation and outcomes. 


But bigness is back. At the same time, the Bank is 
sensitive to its reputation and record of failure in 
big infrastructure projects. To restore its credibility, 
the Bank could take responsibility for its record and 
demonstrate more enthusiasm for low-risk/high 
return infrastructure than high risk/high return 
infrastructure. 


Compliance With Safeguard Policies 


Three-quarters of water projects, including dams, 
are environmentally sensitive. This means that the 
Bank's safeguard policies should apply. There are 
ten safeguard policies intended to ensure that Bank- 
financed projects "do no harm" to people and 
ecosystems.Since the Bank anticipates financing 
more large dams and other infrastructure projects, 
it is problematic that its rate of compliance with 
safeguard policies for such high-risk projects has 
declined (FYOO-01). Project supervision is 
inadequate with respect to practices such as 
monitoring and_ evaluation; mitigation and 
management; consultation; and appropriate action 
when safeguards are breached. 


The Bank has a short-term and a long-term plan to 
meet its challenges in ways that minimize the costs 
of these policies to borrowers. The short-term plan 
has involved considerable strengthening of internal 
compliance mechanisms. For instance, the Bank has 
doubled (to $4 million) the FY02 resource allocation 
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for the Quality Assurance and Compliance Unit 
(QACU) [which is located in the Bank's 
Environmentally and Socially Sustainable 
Development (ESSD) Vice Presidency] to deal with 
high risk operations. There are also increases in the 
budgets for regional safeguard policy work, 
safeguard policy training, and projects that pose 
high risks. 


The long-term plan for minimizing the "cost of doing 
business" is for the World Bank to harmonize its 
safeguard policies with those of the other financial 
institutions. Since other institutions (regional 
development banks, export-import banks) have 
lower standards, this could entail a "race to the 
bottom." The long-term plan also entails ensuring 
that borrowing governments assume responsibility 
for compliance through their own policy and legal 
frameworks. 


Contact for this article 
NCAlexander@igc.org 

The article is extracted from :"A critique of the 
World Bank's Approach to Water Resources 
Management", a report for carried out for Citizen's 
Network on Essential Services, 
www. ServicesForAll.org 


Nancy Alexander 








World Bank policies and labour rights 
By Asbjgrn Wahl, Campaign for the Welfare State 


There are a lot of heated discussions on the World 
Bank. However, there is, as | understand, no 
argument about the fact that the World Bank is 
promoting deregulation, liberalisation, privatisation, 
the free movement of capital, so-called free trade 
and labour flexibility. Actually, the Bank is not only 
promoting this policy, it demands countries to 
pursue this kind of policies as conditionalities for 
receiving loans. The disagreement is about whether 
or not this policy benefits workers and society as a 
whole. This will be the main focus of my 
contribution. 


The struggle for trade union and labour rights is, of 
course, decisive if we are to develop a civilised 
society. However, in order to achieve better labour 
standards, we will have to analyse why trade union 
rights are being undermined and why we experience 
a brutalisation of work in most parts of the world 
today. Which are the driving forces behind the 
attacks on trade union rights and labour standards? 
There are causes and effects, and we will have to 
identify and attack the causes if we are going to 
improve working conditions and by that, the quality 
of life for working people. 
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A great part of the international trade union 
movement, the International Labour Organisation 
(ILO) and many of the governments of the North 
are demanding minimum labour standards in 
international agreements and as an integrated part 
of the policies of the international financial 
institutions. Minimum standards are concretely 
defined as a collection of ILO Conventions - 
regarding the right for workers to organise and to 
bargain, ban on child and forced labour and on 
discrimination based on gender - in other words 
very basic rules and rights. 


The international trade union movement has 
actually invested a lot of resources and energy in 
campaigning for these demands, not only in relation 
to the World Bank, but also the International 
Monetary Fund (IMF) and the World Trade 
Organisation (WTO). The results have so far been 
scarce. In fact, according to annual reports from the 
ILO as well as from the International Confederation 
of Free Trade Unions (ICFTU) over the last 10-15 
years, violations of trade union and labour rights 
have been increasing. 


Even in the developed world, trade union and labour 
rights are being weakened and undermined these 
days - and this is not happening because there is a 
lack of formal labour standards. It is happening in 
spite of relatively strict labour laws and regulations. 
A serious brutalisation of work is going on in most 
of the developed world. Physical and in particular 
mental pressure and stress are increasing 
phenomena at work, and a rapidly growing number 
of workers are being expelled from the labour 
market altogether. Here in Norway, almost 15 per 
cent of the total population between the ages of 16 
and 67 - the latter being the age of retirement - 
are now on early retirement, disablement benefit or 
some kind of rehabilitation. The figure has doubled 
over the last 20 years. 


So why do we experience this rather dramatic 
development in the labour market in a country 
which is wealthier than most other countries in this 
world, and wealthier than at any time previously in 
its history? It is, as | said, not a lack of labour 
standards, laws and _ regulations. Norway has 
probably one of the best labour regulations in the 
world. The fact is that the laws and agreements 
which regulate the Norwegian labour market, are 
being violated and undermined in practice at 
workplaces every day. Working conditions and 
labour rights are, in other words, not primarily an 
effect of formal labour standards. How is it, then, 
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that we can improve working conditions and labour 
and trade union rights? 


Let me go 100 years or so back in history, to the 
end of the 19 century. That was the time when 
workers started to organise in Norway - in trade 
unions and in political parties. Working conditions 
were miserable and there were no_ labour 
regulations. However, by means of trade union and 
political struggle, labour and trade union rights were 
gradually improved and were formally 
institutionalised through labour laws and through 
agreements between trade unions and employers. 
What took place was a gradual shift of the balance 
of forces between labour and capital - in favour of 
labour. Labour market regulation was introduced 
and enforced as a result of the increasing power of 
organised labour. 


However, the strength of labour was not only 
reflected in labour laws and regulations. Probably 
more important was the general taming of market 
forces. The power of capital was reduced in favour 
of politically elected bodies. Competition was 
dampened through political interventions in the 
market. Capital control was introduced and financial 
capital was strictly regulated. Through a strong 
expansion of the public sector and the welfare state, 
a great part of the economy was taken out of the 
market altogether and made subject to political 
decisions. A considerable reduction of the physical 
and mental pressure on workers was an important 
consequence of this development. 


It culminated in the 1970s. For reasons on which | 
am not going to elaborate further in_ this 
contribution, the labour movement lost momentum, 
capitalist forces went on the offensive and the 
current era of neoliberalism started. What we have 
been facing over the last twenty years, is the 
abolition of capital control and fixed exchange rates, 
the deregulation and liberalisation of markets, the 
privatisation of public services, the increased use of 
competitive tendering and_ outsourcing, the 
downsizing of the workforce to the absolute 
minimum, and the consequent increasing labour 
intensity, and the flexibilisation of labour. In short, 
an immense shift in the balance of forces between 
labour and capital has taken place, and this time in 
favour of capital. This is the main reason for the 
brutalisation of work and the undermining of trade 
union and labour rights that we are now facing in 
the developed as well as in the developing world. It 
is first and foremost a question of power, and it 
cannot be changed only by formally introducing 
labour standards. 
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A couple of months ago, my organisation, the 
Campaign for the Welfare State, held a huge 
conference her in Oslo on the ongoing brutalisation 
of work. At that conference, Professor Michael 
Quinlan of the University of New South Wales in 
Australia gave an important speech, in which he 
reported his findings from a detailed investigation of 
more than 150 studies of health and safety effects 
of precarious work, or work as it is being influenced 
by neoliberal labour market reforms. His conclusion 
was overwhelmingly clear. More contingent work 
and more flexible work, as promoted under 
neoliberalism, proved to have adverse effects on 
health and safety. 


So what does all this have to do with the World 
Bank? Well, the neoliberal policy which has 
contributed so strongly to the brutalisation of work 
and to the attacks on labour rights, is also the 
policy of the World Bank. It is, actually, as simple as 
that. 


In response to its critiques, the World Bank insists 
that it has now strengthened its dialogue with the 
international trade union movement - and that is 
true. It also insists that consultation with trade 
unions at the national level is the order of the day 
when introducing new projects - and | have no 
reason to doubt that this is true. Finally, it insists 
that it supports the ILO core labour standards. Even 
though the trade union movement claims that this 
can hardly be seen in practice, let us be big-hearted 
and accept the Bank’s insistence. 


Then, what is the problem? The problem is that all 
these so-called pro-labour policies only become 
cosmetic changes on the surface while the Bank, 
through its neoliberal policy, strengthen those 
economic interests in society which are the driving 
forces behind the brutalisation of work and the 
undermining of labour and trade union rights. | 
often use the following picture to illustrate this 
problem. To liberalise and deregulate the markets 
and then think that you can protect the workers by 
introducing formal labour standards, is like opening 
the floodgates of the regulated waterfall and then 
forbid the water to fall. Truly, it is not a very 
productive exercise. 


In other words, The World Bank alleged intentions 
regarding labour standards and trade union rights, 
become impossible or contradictory. The World 
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Bank’s aims and the World Bank’s means do not 
simply fit together - and labour rights are on the 
loosing side. Good intentions, | am sorry to say, 
represent too little power when they crash with the 
economic iron laws of market liberalism. 


This also leeds me to some self-criticism on behalf 
of the international trade union movement, in which 
| have been a bit involved over the last 10 years. 
The narrow focus on the demand of formal labour 
standards in WTO agreements and in World Bank 
and IMF conditionalities seems to be based on the 
conception that formal rules themselves will 
improve working conditions. Very often we can hear 
international trade union leaders say that they 
cannot accept a further liberalisation of this or that 
unless they get labour standards included. This is 
an illusion, it is wrong and it is dangerous. It 
contributes to leading the struggle astray, and the 
result will be a further deterioration of working 
conditions. 


If the trade union movement of the North really 
wants to support trade union and labour rights in 
the South, we should rather struggle to limit the 
power of our own multinational companies and to 
regain the control of financial capital. If successful, 
this will have much more positive effects on working 
conditions and labour rights than the so far very 
unproductive and narrowly run campaign and 
bureaucratic dialogue for formal labour standards. 


Do not misunderstand me, the struggle for labour 
standards, for trade union and labour rights is of 
course important - not only important, it is decisive 
- but only as a part of a real struggle - a struggle 
to empower workers and to strengthen trade 
unions, a struggle which is aimed at shifting the 
balance of forces between labour and capital. That 
means fighting market liberalism, not accepting it in 
exchange for formal minimum labour standards. 


Market liberalism is a health hazard and a threat 
against trade union and labour rights - and the 
World Bank neoliberal policy is not a part of the 
solution. It is a part of the problem. 


Asbjgrn Wahl 
Contact for this 
asbjorn. wahl@velferdsstaten.no 


article. 





(*) coorditrad@attac.org is the email address of an international group of volunteers who coordinate 700 
translators worldwide. You can be part of this group and share your language expertise by helping us publish 
articles and documents. J ust contact them for further details. 





